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other provision shall apply notwith-
standing section 61 and the regulations 
thereunder. The cross references do not 
cover all possible items. 

(1) For examples of items specifically 
included in gross income, see Part II 
(section 71 and following), Subchapter 
B, Chapter 1 of the Code. 

(2) For examples of items specifically 
excluded from gross income, see part 
III (section 101 and following), Sub-
chapter B, Chapter 1 of the Code. 

(3) For general rules as to the taxable 
year for which an item is to be in-
cluded in gross income, see section 451 
and the regulations thereunder.

§ 1.61–2 Compensation for services, in-
cluding fees, commissions, and simi-
lar items. 

(a) In general. (1) Wages, salaries, 
commissions paid salesmen, compensa-
tion for services on the basis of a per-
centage of profits, commissions on in-
surance premiums, tips, bonuses (in-
cluding Christmas bonuses), termi-
nation or severance pay, rewards, jury 
fees, marriage fees and other contribu-
tions received by a clergyman for serv-
ices, pay of persons in the military or 
naval forces of the United States, re-
tired pay of employees, pensions, and 
retirement allowances are income to 
the recipients unless excluded by law. 
Several special rules apply to members 
of the Armed Forces, National Oceanic 
and Atmospheric Administration, and 
Public Health Service of the United 
States; see paragraph (b) of this sec-
tion. 

(2) The Code provides special rules in-
cluding the following items in gross in-
come: 

(i) Distributions from employees’ 
trusts, see sections 72, 402, and 403, and 
the regulations thereunder; 

(ii) Compensation for child’s services 
(in child’s gross income), see section 73 
and the regulations thereunder; 

(iii) Prizes and awards, see section 74 
and the regulations thereunder. 

(3) Similarly, the Code provides spe-
cial rules excluding the following items 
from gross income in whole or in part: 

(i) Gifts, see section 102 and the regu-
lations thereunder; 

(ii) Compensation for injuries or 
sickness, see section 104 and the regu-
lations thereunder; 

(iii) Amounts received under accident 
and health plans, see section 105 and 
the regulations thereunder; 

(iv) Scholarship and fellowship 
grants, see section 117 and the regula-
tions thereunder; 

(v) Miscellaneous items, see section 
122. 

(b) Members of the Armed Forces, Na-
tional Oceanic and Atmospheric Adminis-
tration, and Public Health Service. (1) 
Subsistence and uniform allowances 
granted commissioned officers, chief 
warrant officers, warrant officers, and 
enlisted personnel of the Armed 
Forces, National Oceanic and Atmos-
pheric Administration, and Public 
Health Service of the United States, 
and amounts received by them as com-
mutation of quarters, are excluded 
from gross income. Similarly, the 
value of quarters or subsistence fur-
nished to such persons is excluded from 
gross income. 

(2) For purposes of this section, quar-
ters or subsistence includes the fol-
lowing allowances for expenses in-
curred after December 31, 1993, by 
members of the Armed Forces, mem-
bers of the commissioned corps of the 
National Oceanic and Atmospheric Ad-
ministration, and members of the com-
missioned corps of the Public Health 
Service, to the extent that the allow-
ances are not otherwise excluded from 
gross income under another provision 
of the Internal Revenue Code: a dis-
location allowance, authorized by 37 
U.S.C. 407; a temporary lodging allow-
ance, authorized by 37 U.S.C. 405; a 
temporary lodging expense, authorized 
by 37 U.S.C. 404a; and a move-in hous-
ing allowance, authorized by 37 U.S.C. 
405. No deduction is allowed under this 
chapter for any expenses reimbursed by 
such excluded allowances. For the ex-
clusion from gross income of— 

(i) Disability pensions, see section 
104(a)(4) and the regulations there-
under; 

(ii) Miscellaneous items, see section 
122. 

(3) The per diem or actual expense al-
lowance, the monetary allowance in 
lieu of transportation, and the mileage 
allowance received by members of the 
Armed Forces, National Oceanic and 
Atmospheric Administration, and the 
Public Health Service, while in a travel 
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status or on temporary duty away from 
their permanent stations, are included 
in their gross income except to the ex-
tent excluded under the accountable 
plan provisions of § 1.62–2. 

(c) Payment to charitable, etc., organi-
zation on behalf of person rendering serv-
ices. The value of services is not includ-
ible in gross income when such services 
are rendered directly and gratuitously 
to an organization described in section 
170(c). Where, however, pursuant to an 
agreement or understanding, services 
are rendered to a person for the benefit 
of an organization described in section 
170(c) and an amount for such services 
is paid to such organization by the per-
son to whom the services are rendered, 
the amount so paid constitutes income 
to the person performing the services. 

(d) Compensation paid other than in 
cash—(1) In general. Except as other-
wise provided in paragraph (d)(6)(i) of 
this section (relating to certain prop-
erty transferred after June 30, 1969), if 
services are paid for in property, the 
fair market value of the property 
taken in payment must be included in 
income as compensation. If services are 
paid for in exchange for other services, 
the fair market value of such other 
services taken in payment must be in-
cluded in income as compensation. If 
the services are rendered at a stipu-
lated price, such price will be presumed 
to be the fair market value of the com-
pensation received in the absence of 
evidence to the contrary. For special 
rules relating to certain options re-
ceived as compensation, see §§ 1.61–15, 
1.83–7, and section 421 and the regula-
tions thereunder. For special rules re-
lating to premiums paid by an em-
ployer for an annuity contract which is 
not subject to section 403(a), see sec-
tion 403(c) and the regulations there-
under and § 1.83–8(a). For special rules 
relating to contributions made to an 
employees’ trust which is not exempt 
under section 501, see section 402(b) and 
the regulations thereunder and § 1.83–
8(a). 

(2) Property transferred to employee or 
independent contractor. (i) Except as 
otherwise provided in section 421 and 
the regulations thereunder and § 1.61–15 
(relating to stock options), and para-
graph (d)(6)(i) of this section, if prop-
erty is transferred by an employer to 

an employee or if property is trans-
ferred to an independent contractor, as 
compensation for services, for an 
amount less than its fair market value, 
then regardless of whether the transfer 
is in the form of a sale or exchange, the 
difference between the amount paid for 
the property and the amount of its fair 
market value at the time of the trans-
fer is compensation and shall be in-
cluded in the gross income of the em-
ployee or independent contractor. In 
computing the gain or loss from the 
subsequent sale of such property, its 
basis shall be the amount paid for the 
property increased by the amount of 
such difference included in gross in-
come 

(ii)(a) Cost of life insurance on the life 
of the employee. Generally, life insur-
ance premiums paid by an employer on 
the life of his employee where the pro-
ceeds of such insurance are payable to 
the beneficiary of such employee are 
part of the gross income of the em-
ployee. However, the amount includible 
in the employee’s gross income is de-
termined with regard to the provisions 
of section 403 and the regulations 
thereunder in the case of an individual 
contract issued after December 31, 1962, 
or a group contract, which provides in-
cidental life insurance protection and 
which satisfies the requirements of sec-
tion 401(g) and § 1.401–9, relating to the 
nontransferability of annuity con-
tracts. For the special rules relating to 
the includibility in an employee’s gross 
income of an amount equal to the cost 
of certain group term life insurance on 
the employee’s life which is carried di-
rectly or indirectly by his employer, 
see section 79 and the regulations 
thereunder. For special rules relating 
to the exclusion of contributions by an 
employer to accident and health plans 
for the employee, see section 106 and 
the regulations thereunder. 

(b) Cost of group-term life insurance on 
the life of an individual other than an em-
ployee. The cost (determined under 
paragraph (d)(2) of § 1.79–3) of group-
term life insurance on the life of an in-
dividual other than an employee (such 
as the spouse or dependent of the em-
ployee) provided in connection with the 
performance of services by the em-
ployee is includible in the gross income 
of the employee. 
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(3) Meals and living quarters. The 
value of living quarters or meals which 
an employee receives in addition to his 
salary constitutes gross income unless 
they are furnished for the convenience 
of the employer and meet the condi-
tions specified in section 119 and the 
regulations thereunder. For the treat-
ment of rental value of parsonages or 
rental allowance paid to ministers, see 
section 107 and the regulations there-
under; for the treatment of statutory 
subsistence allowances received by po-
lice, see section 120 and the regulations 
thereunder. 

(4) Stock and notes transferred to em-
ployee or independent contractor. Except 
as otherwise provided by section 421 
and the regulations thereunder and 
§ 1.61–15 (relating to stock options), and 
paragraph (d)(6)(i) of this section, if a 
corporation transfers its own stock to 
an employee or independent contractor 
as compensation for services, the fair 
market value of the stock at the time 
of transfer shall be included in the 
gross income of the employee or inde-
pendent contractor. Notes or other evi-
dences of indebtedness received in pay-
ment for services constitute income in 
the amount of their fair market value 
at the time of the transfer. A taxpayer 
receiving as compensation a note re-
garded as good for its face value at ma-
turity, but not bearing interest, shall 
treat as income as of the time of re-
ceipt its fair discounted value com-
puted at the prevailing rate. As pay-
ments are received on such a note, 
there shall be included in income that 
portion of each payment which rep-
resents the proportionate part of the 
discount originally taken on the entire 
note. 

(5) Property transferred on or before 
June 30, 1969, subject to restrictions. Not-
withstanding paragraph (d) (1), (2), or 
(4) of this section, if any property is 
transferred after September 24, 1959, by 
an employer to an employee or inde-
pendent contractor as compensation 
for services, and such property is sub-
ject to a restriction which has a sig-
nificant effect on its value at the time 
of transfer, the rules of § 1.421–6(d)(2) 
shall apply in determining the time 
and the amount of compensation to be 
included in the gross income of the em-
ployee or independent contractor. This 

(5) is also applicable to transfers sub-
ject to a restriction which has a sig-
nificant effect on its value at the time 
of transfer and to which § 1.83–8(b) (re-
lating to transitional rules with re-
spect to transfers of restricted prop-
erty) applies. For special rules relating 
to options to purchase stock or other 
property which are issued as compensa-
tion for services, see § 1.61–15 and sec-
tion 421 and the regulations there-
under. 

(6) Certain property transferred, pre-
miums paid, and contributions made in 
connection with the performance of serv-
ices after June 30, 1969—(i) Exception. 
Paragraph (d) (1), (2), (4), and (5) of this 
section and § 1.61–15 do not apply to the 
transfer of property (as defined in 
§ 1.83–3(e)) after June 30, 1969, unless 
§ 1.83–8 (relating to the applicability of 
section 83 and transitional rules) ap-
plies. If section 83 applies to a transfer 
of property, and the property is not 
subject to a restriction that has a sig-
nificant effect on the fair market value 
of such property, then the rules con-
tained in paragraph (d) (1), (2), and (4) 
of this section and § 1.61–15 shall also 
apply to such transfer to the extent 
such rules are not inconsistent with 
section 83. 

(ii) Cross references. For rules relating 
to premiums paid by an employer for 
an annuity contract which is not sub-
ject to section 403(a), see section 403(c) 
and the regulations thereunder. For 
rules relating to contributions made to 
an employees’ trust which is not ex-
empt under section 501(a), see section 
402(b) and the regulations thereunder. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6696, 28 FR 13450, Dec. 12, 
1963; T.D. 6856, 30 FR 13316, Oct. 20, 1965; T.D. 
7544, 43 FR 31913, July 24, 1978; T.D. 7623, 44 
FR 28800, May 17, 1979; T.D. 8256, 54 FR 28582, 
July 6, 1989; T.D. 8607, 60 FR 40076, Aug. 7, 
1995]

§ 1.61–2T Taxation of fringe benefits—
1985 through 1988 (temporary). 

(a) Fringe benefits—(1) In general. Sec-
tion 61(a)(1) provides that, except as 
otherwise provided in subtitle A, gross 
income includes compensation for serv-
ices, including fees, commissions, 
fringe benefits, and similar items. Ex-
amples of fringe benefits include: an 
employer-provided automobile, a flight 
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